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Cross-Strait Economic Relations:
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Vulnerability*

CHEN-YUAN TuNG

Economic rel ations between Tai wan and China have devel oped very
rapidly due to strong business moti vati onsin both societies Taiwan'sgov-
ernment wor ries that Beijing might exploit China's economi c | everage by
using economi ¢ sanctionsto achieve political goals if asymmetric i nterde-
pendence in China'sfavor emergesacrossthe Srait.

This paper seeks to answer two categories of questions firg, how
large is China's actual and potential economic leverage over Taiwan in
terms of imposing economic sanctions, and what conditions or factors
would contribute to China's decigon to exploit this economic leverage?
Second, how wulnerable is Taiwan to any such imposition of economic
sanctions, and what conditions or factors would contribute to the success
or failure of these sanctions?

Thispaper concl udesthat China hasno economic leverage over Tai-
wan in terms of impod ng economic sanctions and that Taiwan's vulnera-
bility to such a scenario is almog nonexi ent.
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Driven by strong bus ness motivationsin both societies, economic re-
| ations between Taiwan and Chinahave developedvery rapidly. According
to Taiwan's statistics, by the end of 2002 China was the biggest recipient
of Taiwan's outward foreign direct investment (FDI) with an accumul ated
total reaching US$25.5 hillion, 48.3 percent of Taiwan's total FDI. Never-
theless, Perng Fai-Nan ( ), governor of Taiwan's Central Bank, es-
timated that by the end of 2002 the red figure of Taiwan's cumulative
investment in China was about US$66.8 billion." According to Taiwan's
official estimate, two-way trade across the Taiwan Strait in 2002 totaled
US$41 billion, with Taiwan enjoying aUS$25 billion trade surplus—mak-
ing China Taiwan's third largest trading partner and largest export market.

Taiwan's government fedls ill at ease having such a close economic
relationship withitspowerful political rival, in part becausetheidand fears
that the flood of investment and trade from Taiwan will make the idand
economically dependent on China, undermining Taiwan'sde facto political
independence. In fact, Taiwan's fear has been triggered and reinforced by
thefact that Beijing explicitly considers cross-Strait economic relations to
be an important source of politica leverage againg Taiwan. Beijing con-
ductscross-Strait economic exchange with two politica strategiesin mind:
"yi min bi guan” ( , exploiting the public to pressure the officials)
and "yi shang wei zheng" ( , exploiting the businesspeople to en-
circlethe government). Taipei worries that, if asymmetric interdependence
in Chinds favor emerges across the Strait, Beijing might exploit Chinas
economic leverage through the use of economic sanctions in order to
achieve politica goals?®

In theory, there are two instruments of economic leverage that China

1Lin Ming-cheng, "Perng Fai-Nan: Investment in Mainland Reaches US$66.8 Billion,"
Zhongguo shibao (China Times) (Taipei), January 17, 2003.

2Kong-Lien K ao, Liang'an jingmao xiankuang yu zhanwang (Cross-Strait economic rel a-
tions The current situation and future prospects) (Taipei: Mainland Affairs Council, 1994),
8; and Charng K ao, Dalu jinggai yu liang an jingmao guanxi (Mainland economic reforms
and cross-Strait economic rel ations) (Taipei: Wunan, 1994), 130-31.

138 September 2003



Cross-Strait Economi ¢ Rel ations

could useto achieve policy objectives toward Taiwan: economic sanctions
(through disruption of economic benefits derived from trade and financia
ties) and economic inducement (through provison of economic benefits
from trade and financia ties). Chinas current policy is not an explicit
grategy of offering economic inducements to Taiwan. China has not at-
tempted to link the provision of economic benefits to Taiwan (such as
preferential treatment of Taiwan's businesses) and Chinas political de-
mands. Beljing hasnever stated that Chinawill provide economic benefits
to Taiwan only if Taiwan makes political concessonsto China. Therefore,
based on Taiwan's primary concerns and China's current policy approach,
thispaper focuses on any economic leverage China might gain through the
imposition of economic sanctions against Taiwan.

This paper seeks to answer two categories of quegtions: firg, how
large is China's actual and potential economic leverage over Taiwan in
terms of imposing economic sanctions, and what conditions or factors
would contribute to China's decision to exploit this economic leverage?
Second, how vulnerable is Taiwan to any such impostion of economic
sanctions, and what conditions or factors would contribute to the success
or failure of these sanctions?

This paper defines economic sanctions as the threat or act by a Sate
or codlition of states (the sender) to disrupt customary economic exchange
with another state (the target) in order to punish the target, force changein
thetarget's policies, or demonstrate to adomestic or international audience
the sender's position on the target's policies. Economic sanctions do not
include economic warfare, economic inducements, or trade wars.®

Moreover, both China's economic leverage and Taiwan's vul nerabil -
ity will be examined through atwo-stage test: theinitiation and outcome of
economic sanctions. Thistest will have four scenarios. Firg, if conditions

3"Economic warfare" seeksto weaken an adversary's aggregate economic potential in order

to weaken its military capabilities, either in a peacetime arms race or in an ongoing war.
"Economic inducements' involvecommercia concessions, technology transfers, and other
economic carrots that are extended by asender in exchange for political compliance on the
part of atarget. "Economic inducements" arealso called " positive sanctions." "Trade wars'
are disputes over economic policy and behavior ingtead of palitical or security goals.
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across the Taiwan Strait arefavorablefor China to impose economic sanc-
tions and for Taiwan to make concessions, then China has leverage over
Talwanand Taiwan isvulnerableto Chinasleverage. Second, if conditions
areunfavorablefor Chinato impose economic sanctionsand for Taiwan to
make concessions, then China has no leverage over Taiwan and Taiwan is
not vulnerable to Chinds leverage. Third, if conditions are favorable for
Chinato impose economic sanctions but unfavorable for Taiwan to make
concessions, China has only symboalic leverage over Taiwan and Taiwan
has symbolic vulnerability to Chinas leverage. Fourth, if conditions are
unfavorable for China to impose economic sanctions but favorable for
Taiwan to make concessons, China has only quasi-leverage over Taiwan
and Taiwan has quasi-vulnerability to China's leverage.

In three steps, this paper anayzes the two questions posed above.
Frdt, this paper explores the essence of cross-Strait economic relations in
terms of the global division of labor and global interdependence.

Second, this paper explores the implications of prior research on
economic sanctions. It evaluates theories on both the initiation and the
outcome of economic sanctions by analyzing the Hufbauer-Schott-Elliot
(HSE) approach, the domestic politics/symbolic approach, the signaling/
deterrence approach, and the conflict expectations mode. The theories of
economic sanctionsgenerdize what conditions or factors would contribute
to the sender's decision to exploit economic leverage through the imposi-
tion of economic sanctions againg the target and what conditions or factors
would contribute to the success or failure of these sanctions.

Third, this paper examines important variables in theories of eco-
nomic sanctions through two case studies, the 1995-1996 and 1999-2000
Taiwan Strait tensions.* These theories generalize the behavior pattern

4The 1995-1996 tensions were triggered by a combination of President Lee Teng-hui's vi sit
to hisalmamater, Cornell Universty, and the speech Lee madeat Cornell University during
thetrip. In addition, when interviewed by Deutsche Well e Radio on July 9, 1999, President
Lee Teng-hui said that since 1991, when the Republic of China Congtitution was amended,
cross-Strait relations became "state-to-state," or at least "a specia date-to-state relation-
ship." These two incidents were taken by Beijing as deliberate attempts to strengthen both
domestic and international acceptance of Taiwan as a sovereign nation.
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of both the sender and the target during economic sanctions, but do not
necessarily explain the specific case of interaction between Taiwan and
China. Therefore, this paper further anayzes the dgnificant variables
derived from the theories through thetwo case studies.

The 1995-1996 and 1999-2000 Taiwan Strait incidents created sig-
nificant strain between Taiwan and China. Beijing attempted both to
coerce Taipe to return to the previous status quo by accepting the "one-
China principle" and to deter Taipel from declaring (or marching toward)
Taiwan independence. The People's Republic of China (PRC) threatened
the use of force againg Taiwan through moderate military mobilizationand
an expangon in the scope of the intended military exercises near Taiwan
from July 1995 to March 1996 and from July to September 1999.

Beijing has actually proven reluctant and generdly ineffective, how-
ever, in exploiting its economic leverage through economic sanctions
against Taiwan, even during the 1995-1996 and 1999-2000 cross-Strait
tensions. During the 1995-1996 missile crisis, Beijing made significant ef -
forts to reassure Taiwan's bus nesspeople that their investments in China
were safe.  Beijing aso demonstrated restraint in the aftermath of then
Taiwan President Lee Teng-hui's ( ) "specid state-to-date rela
tionship" comment of July 9, 1999. After the victory of Chen Shui-bian
( , & one-time pro-independence oppostion leader) in Taiwan's
March 2000 presidential race, however, Beijing overtly warned some Tai-
wan businessfigures’ that their interestsin Chinawould be affected if they
supported Taiwan independence’ Despite these cavesats, China has yet to
follow up on these thrests with concrete sanctions.

Given Beijing's high motivation to persuade Taipei to reaffirm the

51t was reported that Beijing would punish Yin Qi ( , president of the Continental En-
gineering Corporation), Stan Shih ( , chairman of the Acer Group), Chang Yung-fa
( , chairman of the Evergreen Group), and Shi Wen-long ( , chairman of the
Chi M el Group) because of their support for Chen Shui-bian. SeeBin-zhong Song, " China
Warns Taiwan Businesspeople Who Support Taiwan Independence," Zhongguo shibao,
April 9, 2000.

6'0n the Current Development of Cross-Strait Economic Relations: Questions Answered
by the Leader of the CCP Central Office for Taiwan Affairs and the State Council Taiwan
Affairs Office," Renminribao (People's Daily), April 10, 2000, 1.
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"one-China principle" and deter Taipei from marching toward Taiwan in-
dependence, another question to be answered is why Chinaexercised such
great restraint in not impos ng economic sanctions against Taiwan in these
instances.

Furthermore, this sudy explores Taiwan's vulnerability to Chinas
economic sanctions by analyzing the island's vulnerability to military
threats during both the 1995-1996 and 1999-2000 tensions. Thisanalysis
is conducted with the understanding that both military threats and eco-
nomic sanctions could be used to sgna Beijing's resolve to use force
against Taiwan and thus to extract political concessionsfrom Taipe. Inad-
dition, both military threats and economic sanctions will impose economic
pain on Taiwan. The smilar logic for both military threats and economic
sanctions is that, dl other things being equal, the more value-deprivation
to which the target is subject, the more likely is politica disintegration
within—and thus concessions be drawn from—the target.

Cross-Strait and
Global Economic Interdependence

The cross-Strait economic divison of labor is only part of broader
globa commodity chains (GCCs) and global production networks (GPNSs).
The production of a sngle commodity in the globalization of production
often spans many countries, with each nation performing tasks in which it
has a cost advantage. Globdization today thus entails the detailed dis-
aggregation of stages of production across national boundaries under the
organizational structure of densaly networked enterprises.” Thus, any im-
pact on cross-Strait economic relations would have interrelated and wide-

"Gary Gereffi, Miguel Korzeniewicz, and Roberto P. K orzeniewicz, "Introduction: Global
Commodity Chains" in Commodity Chains and Global Capitalism, ed. Gary Gereffi and
Miguel Korzeniewicz (Westport, Conn.: Praeger, 1994), 1-2; and Gary Gereffi, "Commod-
ity Chains and Regional Divisons of Labor in East Asa," in The Four Asan Tigers: Eco-
nomic Development andthe Global Padlitical Economy, ed. Eun MeeKim (SanDiego, Calif.:
Academic Press, 1998), 98-99.
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reaching global effects.

Within the framework of the global division of labor and global inter-
dependence, this paper emphasizes four links in discussng cross-Strait
economic interdependence; investment-trade, inter nal-external, bilateral-
global, and production-consumption.

1. The investment-tradelink: M ost cross-Strait trade is driven by Tai-
wan'sinvestment in China. Taiwan-invested enterprises (TIEs) play avery
important role in importing intermediate and capital goods from Taiwan
and exporting finished goods to developed countries, in particular to the
United States and Japan. In the mid-1990s, about one-third to two-thirds
of Taiwan's exports to China were driven by TIEs. In addition, Chinese
exports produced by TIEs were estimated to make up between 14 and 18
percent of Chinastotal exports. Furthermore, around one-fifth of Chinese
exports to the United States were produced by TIEs.®

Therefore, any impact on the production of TIEs would have signifi-
cant repercuss ons for cross-Srait trade. On the other hand, any disruption
of trade between Taiwan and China would a so have astrong impact on the
production activities of TIEs. In turn, this impact on the production ac-
tivities of TIEswill further influence Chinese exports and other economic
activities.

2. The internal-external link: Because about 36 to 38 percent of
Taiwan entrepreneurs have broad partnerships with local Chinese enter-
prises, loca governments, and foreign enterprises, any interna sanctions
on the TIEs would provoke protest from both internal and external eco-
nomic actors.” In addition, because many Taiwan entrepreneurs invested

8Chen-yuan Tung, "China's Economic Leverage and Taiwan's Security Concerns with Re-
spect to Cross-Strait Economic Relations' (Ph.D. dissertation, Johns Hopkins University,
2002), 42-46, 66-67; and Chen-yuan Tung, "Trilateral Economic Relations among Taiwan,
Ching, and the United States," Asan Affairs. An American Review 25, no. 4 (Winter 1999):
229-35.

SMinistry of Economic Affairs (MOEA, Taiwan), Zhi zaoye duiwai touz shikuang diaocha
baogao (Survey report on outward investment of the manufacturing industry) (Taipei:
MOEA, 1997), 77; and MOEA, Zhizaoye duiwai touz shikuang diaocha baogao (Survey
report on outward investment of the manufacturing industry) (Taipei: MOEA, 2000), 220,
223, 226.
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in China by having their subsidiaries register and raise fundsin third areas
(such as Hong Kong, Singapore, the United States, and e sewhere), Chi-
nese interna sanctions on TIEs would trigger a series of externa disputes
between China and these countries.™

M oreover, because TIEs contribute sgnificantly to China's exports,
China'simposition of import (internal) sanctions on Taiwan's goodswould
interrupt the production of the TIEsand thusresultin areduction of Chinas
(external) exports, and vice versa. For example, according to a 1999 study
by the Chung-Hua Institution for Economic Research ( ),
the correlation multiplier between Taiwan's exports to China and China's
exports produced by TIEswas 20 percent in 1997; that is, if Tawan's ex-
ports to Chinawere disrupted by one dollar, China's exports produced by
TIEs would decline by five dollars.™

3. Thebilateral-global link: Since Taiwan's provision of intermediate
and capita goods for TIEsand the production by TIEsis only part of larger
GCCs, any disruption of cross-Strait trade or production by TIEs would
trigger a snowball effect on these GCCs. For example, Taiwan's imports
of key electronics components and systems software from Japan and the
United States would significantly decrease if the activities of the electron-
icsindugtry across the Taiwan Strait were disrupted. Furthermore, Singa
pore and Hong Kong would |ose tremendous bus ness opportunitiesto pro-
vide support servicesfor the GCCsinvolving both Taiwan and China.

In addition, any bilateral disruption of cross-Strait economic ac-
tivities would have a heavy impact on the Asia-Pacific region due to robust
regional economic interdependence among Taiwan, China, Hong Kong, the
United States, Japan, Singapore, and South Korea. In 1998, the average
trade dependence (share of intra-regiona trade to tota trade) for these
seven countries was as high as 44 percent. Moreover, the other five coun-
tries aso have immense stakes in both Taiwan and China in terms of in-

10Tung, "China's Economic Leverage,” 23-27, 40-41.

wen-ong Lian et al., Liang an chuko liandong guanxi zhi yanjiu (A study on the correl a-
tions for cross-Strait exports) (Taipei: Chung-Hua Institution for Economic Research,
1999), 122.
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vestment. By the end of 1998, the United States, Japan, Hong Kong, Sin-
gapore, British Central America, and South Korea cumulatively invested
US$23.9 hillion, or 73.1 percent of total FDI in Taiwan. Asof 1999, Hong
Kong, the United States, Japan, Taiwan, Singapore, the Virgin Islands,
and South Koreawere the top seven foreign investors in China, comprising
US$262.2 billion, or 85.3 percent of the cumulative FDI in China.*?

4. The production-consumption link: M ogt Taiwan products madein
Taiwan's domestic facilities or by TIEs are exported to developed coun-
tries. Any disruption of GPNs would have an immediate impact on global
consumption. For instance, since 1997 Taiwanese firmshave ranked as the
third largest producers of information products in the world, if the output
of both domestic and overseasfactoriesistakeninto account. Furthermore,
in 2000 Taiwanese firms were the largest producers of more than fourteen
information productsinthe world, most with more than 50 percent of world
market share. Therefore, any disruption of cross-Strait economic activities
(including both trade and production of TIES) would seriously harm both
consumers of eectronics products around the world and globa economic
development.

Theorieson thel nitiation of Economic Sanctions

This paper examines three approaches to the initiation of economic
sanctions. The domestic politics'symbolic approach focuseson the domes-
tic politics of sender courtries. On the one hand, the pressure from both the
public and global/domestic interest groups who stand to gain either pecuni-
ary or nonpecuniary benefitsfrom sanctionswould impel the sender govern-
ment to impose economic sanctions against the target. In particular, eco-
nomic sanctions provide the sender avisible and lessexpensive dternative
to elther military intervention or doing nothing. On the other hand, both the
public and global/domestic interest groups who would suffer either pecuni-

12Tung, "China's Economic Leverage," 75-83.
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ary or nonpecuniary lossesfrom sanctions would oppose the sender's sanc-
tions. Therefore, the dynamic baance of these two opposing forceswould
determine whether the sender will impose sanctions on the target.™

Moreover, it isvery plausible that a sender government facing polit-
ical and economic ingability is less likely to impose economic sanctions
with high costsagaing the target, because the negative effects of sanctions
would exacerbate the domestic ingtability of the sender. Thisargument, in
particular, finds support from Chinese military experiences from 1949 to
1992

In genera, the domestic politics/symbolic approach emphasizes that
thedecision, form, and severity of sanctions applied woul d depend primari-
ly on five factors: (1) therelative gains or losses of various interest groups
and the public; (2) the relative influence of interest groups and the public
within the sender state; (3) the ability of policymakers to act independently
of pressure from both the public and interest groups; (4) the amount of in-
formation possessed by individuas and groups within the sender country
regarding the objectionable policy of thetarget country; and (5) the condi-
tions of political and economic stability in the sender.™

The signaling/deterrence approach argues that sanctions can be an f -

BAsargued in Tung, "China's Economic Leverage," 135-47, based on the fol lowing litera-
ture: David Leyton-Brown, "Lessons and Policy Considerations about Economic Sanc-
tions," in The Utility of International Economic Sanctions, ed. David Leyton-Brown (New
York: St. M artin's Press, 1987), 305-6; William H. Kaempfer and Anton D. Lowenberg,
"The Problems and Promise of Sanctions," in Economic Sanctions. Panacea or Peace-
building in a Post-Cold War Wbrld? ed. David Cortright and George A. Lopez (Boulder,
Colo.: Westview Press, 1995), 63-64; and William H. Kaempfer and Anton D. Lowenberg,
"A Public Choice Analysis of the Political Economy of International Sanctions," in Sanc-
tions as Economic Satecraft: Theory and Practice, ed. Steve Chan and A. Cooper Drury
(New York: St. Martin's Press, 2000), 159-81.

A lagtair lai n Johnston, " ChinasMilitarized Interstate Dispute Behavior 1949-1992: A First
Cut at the Data," The China Quarterly, no. 153 (March 1998): 18-20; and J. David Singer,
"Statigtical Regularities in Chinese and Other Foreign Policy: A Basis for Prediction?"
(Paper presented at the conferenceon "Chinain the 21st Century," sponsored by the Demo-
cratic Progressive Party, National Taiwan University, Taipei, November 6-7, 1999), avail -
able online at <http://www.future-china.org/cs pf/activity/19991106/mt9911_05e.htm>
(accessed on November 20, 2000).

Thesefive factors arelaid outin Tung, " China'sEconomic Leverage," 135-49, based onthe
following literature: Kaempfer and Lowenberg, "A Public Choice Analysis of the Political
Economy of Intemnational Sanctions," 159-81; K aempfer and Lowenberg, "The Problems
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fective signaling and deterrence tool because states conduct foreign policy
in aworld of imperfectinformation. Asaresult, sates frequently engage
in sgnaling techniquesin order to demongtrate credibility. Economic sanc-
tions, therefore, could be a type of signal and deterrence to distinguish
credible threats of future action (such as military action) from cheap talk.
When threatening to use military force, the sender will incur greater costs
to ggnal its resolve. Statistica tests provide strong support for this ar-
gument.*®

The conflict expectations model of economic sanctions devel oped by
Danid Drezner makes two assumptions. (1) states act as rationad, unitary
utility-maximizers, and (2) nationa preferences are partialy motivated
by conflict expectations. A ccordingly, the model makes two specific pre-
dictions about the pattern of sanction attempts. Firgt, no sanction should
generate greater codts for the sender than the target. Second, conflict ex-
pectations should be positively correlated with the costs to the sender, but
negatively correlated with the cogtsto thetarget. In general, the sender will
prefer imposition of economic sanctions against the target if the target's
costsare sufficiently greater than its own costs, and there is some expecta
tion of future conflict. Both arguments have been supported by strong sta-
tistical evidence.”

Regarding the implications for cross-Strait economic relations, one
necessary condition for China to impose sanctions againg Taiwan is that
China's costs be lower than Taiwan's. Second, China might use economic
leverageto threaten Taiwan or sgnal itsresolve so long as China enjoysan
advantage in their interdependent economic relaionship. Third, the dy-

and Promise of Sanctions," 63-64; and Richard N. Haass, "Introduction," in Economic
Sanctions and American Dipl omacy, ed. Richard N. Haass (New York: Council on Foreign
Rel ations, 1998), 3.

18David Baldwin, Economic Statecraft (Princeton, N.J.: Princeton University Press, 1985),
24; Robert A. Pape, "Why Economic Sanctions Do Not Work," Inter national Security 22,
no. 2 (Fall 1997): 98-106; Daniel W. Drezner, The Sanctions Par adox: Economic Satecr aft
and International Relations (New York: Cambridge Universty Press, 1999), 15-17, 120-
21; and Valerie L. Schwebach, " Sanctions as Signals: A Linein the Sand or aLack of Re-
solve?' in Chan and Drury, Sanctions as Economic Statecraft, 187-211.

1Drezner, The Sanctions Paradox, 18-42, 62-64, 102-28, 233-45, 307-9.
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namic balance between the public and global/domestic interest groups, and
between various conditions of political and economic stability, will in the
end determine whether China will impose sanctions against Taiwan. Chi-
nese leaders need to reconcile both the domestic and internationa impera-
tives of atwo-level game smultaneously.

Asaresult, withrespect to Chinasleverage, four variablesare signifi-
cant in determining whether Chinawill impose sanctions against Taiwan:
first, the opportunity cogts of economic sanctions; second, the signaling ef-
fects of economic sanctions; third, China's domestic economic and political
gability; and fourth, the Chinese public and interest groupsin China.

Thisresearch does not examine the influence of the public on China's
decision-making process largely because only extremely limited public
opinion polls are available in Chinaon cross-Strait issues, but also because
of the following four considerations. First, according to the literature on
economic sanctions, pre-1980s evidence generaly rejects the hypothesis
that economic sanctions areimposed in reaction to public opinion.™

Second, there has been no statistical evidence to validate that hy-
pothesis for the years since the 1980s, although anecdota evidence shows
that public opinion might have influenced U.S. decison-making on eco-
nomic sanctions.” Nevertheless, it is unclear whether the United States
was the primary sender because it was mainly influenced by the public or
because it was the economic power.?°

Third, Chinais not ademocratic regime and the Chinese government
dill basicaly controls mass media. Therefore, the Chinese government

18Richard J. Ellings, Embargoes and World Power : Lessons from Ameri can Foreign Policy
(Boulder, Colo.: Westview Press, 1985), 113-55; and A. Cooper Drury, "How and Whom
the U.S. President Sanctions: A Time-series Cross-section Analysi s of U.S. Sanction Deci -
sons and Characteristics," in Chan and Drury, Sancti ons as Economic Statecraft, 17-36.

1Kimberly Ann Elliott and Gary Clyde Hufbauer, "Same Song, Same Refrain? Economic
Sanctions in the 1990s," AEA Papers and Proceedings, M ay 1999, 403-8; and Kaempfer
and Lowenberg, " A Public Choi ce Analysis of the Political Economy of | nternational Sanc-
tions," 158-86.

DGary Clyde Hufbauer, "Trade as a Weapon" (Paper for the Fred J. Hansen Institute for
World Peace, San Diego State University, World Peace Week, April 12-18, 1999), avail -
able online at <http://www.iie.com/TESTMONY/gch9.htm> (accessed July 25, 2000), 4-
50f 5.
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does not need to respond directly to, and can to some degree manipulate,
public opinion. Infact, Beijing has succeeded in minimizing or even sup-
pressing the surge of nationalism in many of the most sensitive sovereignty
disputes—including the Diaoyutai ( , or Senkaku Islands) dispute,
the South China Seaislands dispute, the U.S. bombing of the Chinese em-
bassy in Belgrade, and the Taiwan issue.”* A saresult, in 2000 nationalism
(public opinion) was not a sgnificant factor in Chinese decisions on for-
eign policy.

Fourth, the public could either urge or discourage sanctions against
Taiwan. This depends on whether the public will be injured by or benefit
from the sanctions in terms of pecuniary or nonpecuniary 10Sses or gains.
During thesetwo Taiwan Straitincidents, peoplein China's coastal areas—
who have enormous interests in cross-Strait economic exchange and the
achievement of economic development—generally opposed the escalation
of cross-Srait tensions and supported the peaceful resolution of bilatera
disputes.??

Therefore, thisresearch does not addressthe variety of public opinion
in China during the Taiwan Strait tensons, since such an addition would
not change the paper's basic conclusions.

The hypotheses on the initiation of China's sanctions againgt Taiwan
are asfollows:

1. The gap in costs between Taiwan and China (the potential power
of economic leverage from asymmetric economic interdepend-
ence) was insufficiently favorable for Beijing to initiate economic
sanctions againg Taipei.

2. Chinahad grave domestic concerns and could not aff ord to impose
economic sanctions against Taiwan due to economic, socia, and
politica ingtability, and because of opposition from interest groups

21Tung, " China's Economic Leverage," 207-33.

2personal interviews with various senior scholars and officials in Shanghai ( ) and
Xiamen ( ) from June to July, 2001.
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(such assoutheast coastal leaders and Taiwan bus nesspeople) who
would be associated with such sanctions.

3. Chinese leaders believed that military threats directed at Taiwan
were more effective signals and methods of deterrencethan actual
economic sanctions would have been.

Theories on the Outcome of Economic Sanctions

This paper examines four approaches that account for the outcome of
economic sanctions. Drawn from economic sanction case studies, the HSE
approach has been developed by Gary Hufbauer, Jeffery Schott, and Kim-
berly Elliot, who have been collecting the most comprehensive and broadly
used database of economic sanction cases (atotal of 115 cases).”

Firg of dl, one should note that economic sanctions are generally
ineffective and the rate of success in terms of target compliance has been
declining over time, particular from 1975 to 1990. The success rate of
economic sanctions based on the HSE database, excluding economic war-
fare and trade disputes, is as low as 4.6 percent (5 of 109 cases) to 10.4
percent (12 of 115 cases).”*

Based on the HSE database and other studies, the HSE approach
suggests that sanctions are mog effective under the following conditions:
modest sender goals, aweak and ungtable target, high cods to the target,
low cogtsto the sender, afriendly relationship between the sender and the
target, a high trade concentration for the target with the sender, quick and
harsh unilatera sanctions, no assistance to the target by third countries,
and, finally, sanctions that are primarily financia rather than trade-

SGary Clyde Hufbauer, Jeffrey J. Schott, and Kimberly Ann Elliot, Economic Sanctions
Reconsdered: History and Current Palicy, second edition (Washington, D.C.: Ingitute
for International Economics, 1990).

2Finding in Tung, "China's Economic Leverage," 123-33, based on the following literature:
Pape, "Why Economic Sanctions Do N ot Work," 100-3; and Kim Richard Nossal, "Liberal
Democratic Regimes, International Sanctions, and Global Governance," in Globali zation
and Global Governance, ed. Raimo Vayrynen (Lanham, Md.. Rowman & Littlefield,
1999), 129.
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oriented.”® Although the HSE database is criticized for sample bias since
it includes trade disputes and economic warfare, most of the above vari-
ables have been further confirmed by the other three approaches mentioned
in this section.

The domestic politicg'symbolic approach focuses on the domestic
politica economy of the target country. It anayzes three factors that
work against the effectiveness of economic sanctions: (1) few cases with
damaging sanctions; (2) the raly-around-the-flag effect reinforced by
nationalism; and (3) manipulated redigribution effects of sanctions in the
target. Furthermore, one could plausbly argue that if the sender suffers
domestically from economic and political ingtability, the target will less
likely concede because the sender will have more concerns about the costs
of sanctions.

First, sanctions are often imposed half-heartedly by the sender gov-
ernment out of aneed to satiate domestic politica pressure from the public
and interest groups to do something in responseto thetarget's disputed be-
havior. Hence, sanctions are symbols; their effectiveness is of secondary
concern. |n addition, the costs of sanctions will hurt some interest groups
and even thepublic at large, who will oppose severe measures. Thus, itis
not surprising that the sanctions actually adopted often appear ineffectua
and the target country may face insufficient coercive pressure to consider
acquiescing.®

Second, economic sanctions might be seen by the target as a humili-
aing affront and thus trigger a rdly-around-the-flag effect. Pervasive
nationalism and a lack of discrimination between the "guilty" and the "in-
nocent" will significantly reinforce the rally-around-the-flag effect. The
sender might become a common enemy for the people of thetarget nation.

SHufbauer, Schatt, and Elliot, Economic Sancti ons Reconsidered, 49-115; George A. L opez
and David Cortright, "Economic Sanctions in Contemporary Global Relations" in Cort-
right and Lopez, Economic Sanctions, 9; Kimberly Ann Elliot, " Factors Affecting the Suc-
cess of Sanctions,” ibid., 53; and Joseph J. Collins and Gabrielle D. Bowdoin, Beyond
Unilateral Economic Sanctions (Washington, D.C.: Center for Strategic and International
Studies, 1999), 15-16.

26K aempfer and Lowenberg, "A Public Choice Analysi s of the Political Economy of Inter-
national Sanctions," 159-61.
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The resistance of domestic groups and the public to economic sanctions
becomes synonymous with patriotism, while dissent would trigger accusa
tions of didoyalty or treason. These effects would facilitate politica inte-
gration in the target and causethe sanctions to fail %’

Third, target governments may prefer to be sanctioned because they
can distribute to their supporters economic rent that stems from the trade
redrictions and thus weaken their domestic opponents. While in the long
run sanctions hurt the trade-oriented sectors of the target economy by de-
priving them of income, in the short run a sender's embargo strengthens
thetarget's import-substitution sectors by providing them rent-seeking op-
portunities in the target. In addition, the target government may redirect
external pressure onto isolated or repressed socia groups while insulating
and protecting itself. Asaresult, sanctions may end up strengthening the
target government, and hence its ability to resist the coercive attempts of
the sender government.?

By contrad, this approach cites two factors as contributing to the ef-
fectiveness of sanctions. (1) the fifth-column effect and (2) political and
economic ingability in the target. The fifth-column effect is seen when
some particular groups in the target country who have been hurt by the
sanctions petition their government to comply with the sender's demands.
The more the sanction directly hurts the target's central government, the
greater is the chance to influence its policy. In addition, core support
groups of the target regime negatively affected by sanctions will put
pressure on their government.® As amatter of fact, China's political strate-
giestoward Taiwan—yi min bi guan and yi shang wei zheng—are based on

2TTung, "China's Economic Leverage," 165-68; Johan Galtung, "On the Effects of Interna-
tional Economic Sanctions," World Politics 19 (1967): 388-99; and Zachary Selden, Eco-
nomic Sancti ons as Instruments of American Foreign Padlicy (Westport, Conn.: Praeger,
1999), 4-5, 20-23.

2pgpe, "Why Economic Sanctions Do Not Work," 107; and Paul D. Taylor, "Clausewitz on
Economic Sanctions: The Caseof Irag," Strategic Review 23, no. 3 (Summer 1995): 50-56.

2 Jonathan Kirshner, " The Microfoundationsof Economic Sancti ons," Secur ity Studies, no.
3 (Spring 1997): 32-64; David Cortright and George A. Lopez, The Sanctions Decade:
Assess ng UN Strategies in the 1990s (Boul der, Colo.: Lynne Rienner, 2000), 20-22; and
Selden, Economic Sanctions, 20-23.
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expectations of a fifth-column effect. Furthermore, a target government
faced with domestic political and economic ingtability will tend to concede
to the sender's demands.*°

Complicating the stuation is the fact that economic sanctions can
generate both the raly-around-the-flag effect and the fifth-column effect
a the same time. In order to bring about aterations to an objectionable
policy, the fifth-column effect must overwhelm the raly-around-the-flag
effect. Inother words, sanctions must reduce the politica effectiveness of
pro-regime groups more than they reduce the effectiveness of opposition
groups. In particular, financia sanctions tend to reinforce the fifth-column
effect while minimizing theraly-around-the-flag effect. By contradt, trade
sanctions cannot be aimed accurately a any particular group, and are thus
more likely to trigger araly-around-the-flag effect.

There are severa statistical tests of financial sanctions and political
ingability in the target country, but none on the raly-around-the-flag
effect, nationaliam, and the fifth-column effect. Overall, the argument
that financial sanctions are more effective is based on moderate satistica
evidence, while the argument that a target with unstable political and eco-
nomic conditions tends to make concessions to the sender has strong sta-
tistical support.®

There isnot sufficient statistical evidence, however, to confirm that
democracy inatarget country is a necessary or sufficient condition for the
success of sanctions. In general, a democratic regime may provide more
spacefor both the public and interest groupsto influence the target govern-
ment. An authoritarian regime, however, aso needsto respond to pressure
from interest groups or members of the regime itself—such as factions
or competing leaders, bureaucratic sectors, local leaders, core business

30Hufbauer, Schott, and El liot, Economic Sanctions Reconsidered, 97-98; and Drezner, The
Sanctions Paradox, 114, 122.

S'Hufbauer, Schott, and Elliot, Economic Sanctions Recons dered, 102-11; Drezner, The
Sanctions Paradox, 121-25, 131-47; San Ling Lam, " Economic Sanctions and the Success
of Foreign Padlicy Goals," Japan and the World Economy 2 (1990): 239-47; and Kimberly
Ann Elliott and Peter P. Uimonen, "The Effecti veness of Economic Sanctions with Appli-
cation to the Case of Irag," ibid. 5(1993): 403-9.
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groups, or sometimes even the public. Furthermore, there are times when
a target with a functioning electoral system will quite successfully resist
international efforts to sanction it. Indeed, Hufbauer, Schott, and Elliot
report at least eleven cases where sanctions againg liberal democracies
failed.*

Thesignaling approach arguesthat sanctions could be useful asasig-
nal for more coercive measures. I1nthisregard, sanctionsare only useful as
asigna of resolve; economic sanctions done cannot work. Thecasual ar-
gument in this school of thought isthat what appearsto be the success of
sanctions is actually the product of an implicit military threat. This ap-
proach makes two predictions about the pattern of outcomes of sanctions.
Frgt, the sender's costs should be positively correlated with the sze of the
concession. Second, athreat of force, or a difference in aggregate power,
should be positively correlated with the size of the concession.®

However, statigtics provide no support for the signaling approach.
The datigtical evidence available categorically rejects the argument that
high sender costs can effectively signal resolve andthuslead to asuccessful
outcome. High sender costs are found to be negatively correlated with the
success of sanctions. In addition, neither military power nor military
threats af fect the outcome of attempted sanctions. Therefore, from the per-
spective of the outcome, economic sanctions are not a sgna of military
threats.*

The conflict expectations model makes two major predictions. Firg,
the greater is the gap that exists between the costs of the sender and those
of the target, the greater is the target's concessons. An increase in the

32Tung, "China's Economic Leverage" 175-80; Nossal, "Liberal Democratic Regi mes,"
134-48; and Pape, "Why Economic Sanctions Do N at Work," 98-106.

33Daniel W. Drezner, "The Complex Causation of Sanction Outcomes,” in Chan and Drury,
Sanctions as Economic Statecraft, 215-16; Pape, "Why Economic Sanctions Do Not
Work," 98-106; and Drezner, The Sanctions Paradox, 113, 122.

34_am, "Economic Sanctions and the Success of Foreign Policy Goals," 244-46; T. Clifton
Morgan and Valerie L. Schwebach, "Fools Suffer Gladly: The Useof Economic Sanctions
in International Crises," International Sudies Quarterly 41 (1997): 38-47; Elliott and
Uimonen, "The Effectiveness of Economic Sanctions," 403-9; Drezner, The Sanctions
Paradox, 122-25; and Drezner, " The Complex Causation of Sanction Outcomes," 221-29.
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sender's costs makes economic sanctions lessviable andlessprofitable. By
contradt, an increase in the target's costs makes economic sanctions more
viable and more profitable. Second, if the sender and the target are adver-
saries, the target will be more reluctant to acquiesce under the pressure of
economic sanctions because of relative gains and concern about its rep-
utation. As the target and sender anticipate few political conflicts in the
future, the magnitude of the target's concessions will increase. For eco-
nomic sanctionsto produce significant concessions, the absence of conflict
expectationsis a necessary condition. If the target-sender relationship is
adversarial, there must be alarge gap in costsfor sanctionsto generate even
moderate concessions. The datistica results provide solid empirica sup-
port for this model .

Regarding the implications for cross-Strait economic reations, in
theory Chinds sanctions againg Taiwan generally tend to be ineffective.
The probability of successfor Chinese economic sanctions is only 4.6 to
10.4 percent. In addition, because of severe bilateral hogility, the neces-
sary condition for Chinas successful sanctions with Taiwan's moderate
concessions is that Chinaenjoy alargegapin costsinits favor.

The following conditions will contribute to the effectiveness of eco-
nomic sanctions. (1) China enjoys a significant gap in costs of economic
sanctionson Taiwan; (2) China'ssanctionstrigger afifth-column effect; (3)
China imposes financial sanctions against Taiwan instead of trade sanc-
tions, but financid flows now favor Taiwan's leverage; (4) Tawan is un-
gable; and (5) Chinaimposes sanctions againgt Taiwan quickly, with maxi-
mum harshness and without significant international asd stance to Taiwan.

By contrad, the following conditions will contribute to the ineffec-
tivenessof China's sanctions: (1) China's sanctionstrigger nationaism and
a raly-around-the-flag effect in Taiwan; (2) China suffers from domestic
ingability; (3) Taiwan's government can manipulate the effects of re-

3Hufbauer, Schott, and Elliot, Economic Sanctions Reconsidered, 102-3; Lam, "Economic
Sanctions and the Success of Foreign Policy Goals" 239-47; Elliott and Uimonen, "The
Effectiveness of Economic Sanctions," 403-9; Morgan and Schwebach, "Fools Suffer
Gladly," 43-45; Makio Miyagawa, Do Economic Sanctions Work? (New York: St. Martin's
Press, 1992), 61-88; and Drezner, The Sanctions Paradox, 122-24, 131-247.
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digribution of sanctions to favor the ruling coalition; and (4) Taiwan's
decision-makers have strong concerns about relative gains and reputation
inthe cross-Strait conflict.

Of theabovenine variables, it isimpossble to predict the following:
(1) the domestic stuation for both Taiwan and China; (2) whether Beijing
could impose sanctionsagaing Taiwan quickly, with maximum harshness;
and (3) whether the Taiwanese government could manipulate redistribution
effects of sanctions to favor the ruling coalition if Beijing were to impose
economic sanctions againg Taiwan. However, these three variables are
not the most important variables to influence the effectiveness of eco-
nomic sanctions. They are secondary to the following four variables (1)
the gap in cogs of sanctions between Bejing and Taipei (including the
reaction of the international community toward Chinas sanctions); (2)
rally-around-the-flag effects; (3) fifth-column effects, and (4) the percep-
tions of decison-makersin Taiwan on cross-Srait conflicts. Asa reault,
this paper focuses on these four variables in order to assess Tawan's
vulnerability with respect to cross-Strait economic relations.

The hypotheses on the outcome of China's possible sanctions against
Taiwan are asfollows:

1. As Chinas military threats increase, Taiwan will experience rising
nationaism, a strong "rally-around-the-flag" effect, and a moder-
ate fifth-column effect among Taiwan's public, dites, and interest
groups.

2. Taiwan's decision-makers emphasize relative gains and reputation
(credibility) inthe cross-Strait conflict.

The Effectiveness of Sgnaling and Deterrence

Beijing had four common goals in the 1995-1996 and 1999-2000
incidents: (1) to signal itsdisapproval of Taiwan'spolicy; (2) to coerce Tai-
wan's leaders to re-adopt the "one-China principle" or give up further in-
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dependence activities (i.e., Taiwan's flexible diplomacy); (3) to deter Tai-
wan leaders from formally declaring independence; and (4) to discourage
the Taiwan electorate from voting for candidates who favored independ-
ence (i.e., Lee Teng-hui, Peng Ming-min [ ], and Chen Shui-bian).
In addition, Beijing also tried to encourage the United Stated to adopt a
more public and determined stance againg Taiwan independence in the
1995-1996 crisis.®

These strategi es of coercionand deterrence exploited Taiwan'sfear of
war through military brinkmanship in order to signa Beijing's resolve to
halt the momentum toward Taiwan independence. Even though China's
officia newspaper contended that the political essence of Lee Teng-hui's
"date-to-gatereations” wasthe same as Taiwanese independence, Beijing
never serioudy considered the use of force in the 1995-1996 or 1999-2000
incidents, nor were any serious preparations made for war.

Through its limited deployments of forces to the Strait region during
these incidents, China signaled that it did not intend actudly to attack
Taiwan—China referred to its buildup as "deterrence" against Taiwan in-
dependence. Chinadid not deploy the material means to realize an actua
invasion. In addition, even Chinese analysts believed that U.S. and Tai-
wanese leaders knew from intelligence gathered by U.S. satellite recon-
naissance that Chinese intentions were limited to influencing both Tai-
wanese leaders and public psychology.®’

Furthermore, in February 1996 the U.S. embassy in Beljing was in-
formed that no attack on Taiwan was planned. In February and March, Li

Zhaoxing ( ), Chinads viceforeign minister (and later ambassador to
the United States), and Liu Huagiu ( ), director of the State Council
Foreign Affairs Office ( ), held a series of intensive

meetings with officials from the U.S. State Department, the Department of
Defense, and the National Security Council. During these meetings, the

36Tung, "China's Economic Leverage," 234-42.

37John W. Garver, Face Off: China, the United States, and Taiwan's Democratization (Seat-
tle: University of Washington Press, 1997), 104.
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PRC officids gave strong assurances about the limits in time, scale, and
location of its military exercisesand missiletests. They gavetheU.S. gov-
ernment explicit assurance that the People's Liberation Army (PLA) would
not attack Taiwan and urged the United States to stay out of the cross-Strait
quarrel.® Even the chance for accidental "incidents' to occur was mini-
mized. The PLA's Front Line Command strictly ordered the participants
not to allow any "unwanted situation to emerge."*

Beijing's assurances truly reflected its intention not to use force be-
cause these assurances were made prior to heated missle test exercises in
early March 1996 and before the United States deterred China by sending
two aircraft carrier groups to the waters near the Taiwan Strait. Asasenior
scholar in American studiesin Shanghai stressed, " The 1995-1996 military
exercises were mainly to coerce, bully, and deter Taiwan from declaring
independence. China never intended to use force"* Many prominent
Chinese scholars and official have conveyed the sameideas.”

Regarding the effectiveness of signaling and deterrence, Beijing
never actualy compared military threats with economic sanctions in these
twoincidents. A senior official of the State Council Taiwan Affairs Office
(TAO, ) said: "In 1995-1996, no one mentioned
economic sanctions. If Taiwan declares independence, Chinawill direct-
ly attack Taiwan. There is no need for economic sanctions."* A senior
scholar in Taiwan studies in Beijing elaborated on the stuation: "In
1995-1996, nobody proposedimpos ng economic sanctions against Taiwan

3BAllen S. Whiting, "China's Use of Force, 1950-96, and Taiwan," International Security 26,
no. 2 (Fall 2001): 123; Robert S. Ross, "The 1995-96 Taiwan Strait Confrontation: Coer-
cion, Credibility, and the Use of Force," ibid. 25,n0. 2 (Fall 2000): 108; and Sui sheng Zhao,
"Military Coercion and Peaceful Offence: Beijing's Strategy of National Reunification with
Taiwan," Pacific Affairs 72, no. 4 (1999): 511.

39You J, "Changing Leadership Consensus: The Domestic Context of War Games," in
Acrossthe Taiwan Strait: Mainl and China, Taiwan, and the 1995-1996 Crisi s, ed. Suisheng
Zhao (New York: Routledge, 1999), 90.

“Opersonal interview, Shanghai, July 2, 2001.

“Ipersonal interview swith varioussenior scholars and offi cials in Beijing and Shanghai from
June to August, 2001.

“Personal interview, Beijing, August 9, 2001.

158 September 2003



Cross-Strait Economi ¢ Rel ations

because sanctionswould hurt TIEs, the Taiwanese people, and Chinaitself,
rather than Taiwan independence supporters."*®

The primary concern for Beijing might be the comparative costs be-
tween military threats and economic sanctions incurred by Chinaitsaf. In
thetwo incidents, military threats did hurt TIEsand the Taiwanese people,
not the Taiwan authorities. Economic sanctions might have had the same,
albeit more serious, effect. The apparent difference between military
threats and economic sanctionsis that military threats might be less costly
to China than economic sanctions. The costs of sanctions to China itself
would have been aloss of 1-3 percent of GDP (as anayzed below), while
the cogts of military threats to Chinaitself were ailmost insgnificant in the
two incidents. This might be the reason why Beijing adopted military
threats instead of economic sanctions against Taiwan in the two incidents.

Assessment of the Costs of Sanctions

For China, because of the invesment-trade link and the internal-
external link in cross-Strait economic relations, there is no essentia dif-
ference between an embargo against Taiwan, a boycott of Taiwan-made
goods, or a freezing or expropriation of Taiwan's invesment in China.
Since most cross-Strait trade has been driven by Taiwan's investment in
China, any impact on the production of TI1Es would have significant reper-
cussons for cross-Strait trade. Any disruption of trade between Taiwan
and Chinawould also have a strong impact on the production activities of
TIEs. Therefore, it is unredidic to distinguish different elements of eco-
nomic sanctions in this case. Although a total disruption of cross-Strait
trade and investment woul d represent a worst-case scenario, such an event
is possible due to the chain of connections between cross-Strait trade and
investment.

Chinasdirect costs in terms of GDP would have been no less than the

“personal interviews, Beijing, August 3, 2001 and July 30, 2001.
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potential coststo Taiwan if China had disrupted cross-Strait economic re-
lationsin 1995 or 1999. The loss due to trade sanctions in terms of GDP
for thetarget or sender is equal to the product of the sanction multiplier—
the ratio of the percentage change in GDP to the percentage change in
trade—and the size of the initiad deprivation experienced by the target
or sender nation. Taiwan's trade with Chinawas US$22.5 billion in 1995
and US$25.8 hillion in 1999. With a multiplier between 0.14 and 0.35,*
China's economic sanctions would have reduced the welfare of both Tai-
wan and Chinaby between US$3.2 billion and U S$7.9 billion in 1995, and
by between US$3.6 billion and US$9 billion in 1999. In addition, as-
suming the value-added by TIEs s 26 percent of output,*® the val ue-added
by TIEswould have been about US$8.7 billion in 1995 and US$18.3 hillion
in 1999. With investment losses added in, the rough direct costs of eco-
nomic sanctions for China would have been between US$11 billion and
US$15.7 billion in 1995, and between US$21.9 billion and US$27.3 billion
in 1999. Both China and Taiwan would have suffered around 1-3 percent
of GDP losses with China's economic sanctions™ (see table 1).

This could be an important reason for China not to have imposed
sanctions against Taiwan in 1995 or 1999. In particular, the literature on
economic sanctions shows that misperception and miscal culation of deci-
son-makers plays a very limited role in decisions to impose sanctions.”
Therefore, China would tend to impose sanctions againg Taiwan only
when Beijing realizes—after a cautious and thorough calculation of costs
to both Taiwan and itself—that sanctions would hurt Taiwan more than
China, or the costs of sanctions to China are obvioudy samaller than those
to Taiwan.

4Tung, "China's Economic Leverage,” 115-23.

%In 1999, thevalue of grossindustrial output for enterprises funded by Hong Kong, Macao,
and Taiwan was RMB 899.4 billion and the value-added provided by these enterprises was
RMB 233 billion, rendering the ratio of value-added to output 26 percent.

46Tung, "China's Economic Leverage," 247-50.

4T0f the 114 cases in the HSE database, the only case with greater costs to the sender is
Canada's sanctions against Japan in 1974. Canada imposed a cost of 0.04 percent of
Canada's GNP, but a cost of only 0.01 percent of Japan's GNP.
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Table1
Direct Costs of China's Economic Sanctions, 1995 and 1999
Unit: US$billion
1995 1999

Taiwan China Taiwan China
Trade losses 3.27.9 3.2-7.9 3.6:9 3.6-9
Investment losses 0 7.8 0 18.3
Total losses 3.2-79 11-15.7 3.69 21.9-27.3
GDP 2574 704.6 295.9 989.3
L osses/GDP 1.2%-3.1% 1.7%-2.4% 1.2%-3.1% 2.2%-2.8%

Note: Investment | osses refer to direct losses of economic welfare due to Taiwan's invest-
ment in China. Taiwan does not directly incur losses from Tai wanese investment in China,
yet TIEsdo. Nevertheless, the above figures underestimate Taiwan's losses due to China's
sanctions against Taiwan. For example, TIEs drive Taiwan's exports to China, remit rev-
enues from China to Taiwan, and expand the scale and special ization of Taiwan'sindudtries.
In addition, the above figures also underestimate China's losses, which are focused exclu-
sively onthe value-added provided by TIEs. For example, TIEs have substantially contrib-
uted to China's production techniques, management skills, and efficiency gained from re-
source al location and competition.

However, Chinese scholars and officials never conducted a compre-
hensive assessment of direct costs of sanctions against Taiwan because in
the 1995-1996 and 1999-2000 incidents Beijing never intended to impose
sanctions againg Taiwan. The mgjority of Chinese officiads and scholars
thought that Taiwan would suffer morethan China if Beijing imposed eco-
nomic sanctions againg Taipei. Nevertheless, Beijing did not impose sanc-
tions against Taipel (such as blackliging TIES) in the 1995-1996 and
1999-2000 i ncidents.

All evidence leads to the conclusion that, in addition to the relative
costs, Chinese leaders attached great importance to the absolute costs of
economic sanctions. They worried that economic sanctions would bring
a tremendous backlash against China's economic development.® For in-
gstance, asenior Chinese officia of the Ministry of Foreign Trade and Eco-

“8personal interviews with vari ous senior schol ars and officials in Beijing and Shanghai from
Juneto August, 2001.
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nomic Cooperation (M OFTEC, ) asserted that some
scholars and officialsin Beijing proposed the disruption of economic ex-
change between Taiwan and Chinain order to punish Taiwan for Lee Teng-
hui's state-to-state statement. He aso added that Chinese leaders never-
theless rejected the idea because the disruption would have serioudy hurt
China's economic devel opment.*®

I'n addition, Chinahasbecomeacritical link in the global commodity
chains and a partner in broad international interdependence. Chinese
leaders have deep interedts in the global economy and a strong sense of
vulnerability to globa economic shocks. China's imposition of economic
sanctions against Taiwan would have disastrous results. As stressed by
Andrew S. Grove, chairman of Intel, "It is the computing equivalent of
mutually assured destruction [if bilaterad economic exchange were dis-
rupted under the context of globalization]. You can't hurt the other party
without hurting yourself."* If international economic interdependence and
thereaction of third parties, particularly the United States, were cal culated
into the equation, Chinese perceptions of the relative costs of economic
sanctions against Taiwan in the 1995-1996 and 1999-2000 i ncidentswould
bereversed. Chinawould suffer enormously, much more than Taiwan.™

Facing Current Problemsin China

The challenges (or crises) of the economic, social, environmental,
and political stuation were acute by 2000. The top Chinese leaders were
congantly concerned about both the stability of the country and the pres-
ervation of their power. It was not smply a question of how to improve
peopl€'s living standards and thus the CCP's legitimacy, but a question of

“Comments made at a seminar at theIngtitute of International Relations, National Chengchi
Uni versity, Tai pei, November 4, 2003.

S0Mark Landler, "These Days 'Madein Taiwan Often M eans 'Made in China," New York
Times, May 29, 2001, A1l.

51Tung, "China's Economic Leverage,” 265-91.
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how to avoid major economic, socid, environmental, and political crisesin
China and thus save the country from possible chaos®® For instance, in
March 2002 Premier Zhu Rongji ( ) said in a press conference that
if the Chinese government had not adopted its proactive fiscal and prudent
monetary policy between 1998 and 2002, " China's economy would proba
bly have collapsed."® At this point, any domestic or external ingtability,
or a ggnificant dowdown in economic growth, could have led Chinainto
chaos.

A senior economist at the State Council Development Research
Center ( ) explained:

The mainland has been emphasizing the maintenance of stability since the

mid-1990s due to staggering employment pressure caused by both the reforms

of state-owned enterprises and migrants from rural areas. Social stability can

bemaintained only through economic development. Mainland China currently

is facing immense economic difficulties, however, including financial system

reform and non-performing loans, the unemployment problem, income and

regional inequality, public finance reform, and industrial development and up-

grading. To solvethe first four problems, the mainland needs to sustain rapid

economic development. For instance, duri ng the Asian financial crisis, the rea-

son the mainland implemented active fiscal policy was to solve social contra-
dictions, not because leaders preferred high economic growth rates.>*

These challenges and fears faced by Chinese leaders must be ad-
dressed through: rapid, efficient, and sustainable economic growth, which
requires absolute domestic and external stability; sufficient economic, so-
cia, and even palitical reforms; adequate environmenta protection; and
an international economic and political environment conducive to these
domestic priorities. China needs a peaceful and stable internationa en-
vironment in order to develop its economy for at least severa decades. In
addition, China needs to cooperate with the international community in
order to conduct foreign trade and acquire foreign capital and advanced
technology.”

%2\ bid., 294-365.

53"Comparison—Xinhua Reports on Premier Zhu Rongji News Conference” (in Chinese),
Beijing Xinhua Domegtic Service, March 15, 2002, in FBIS-CHI-2002-0315.

Spersonal interview, Beijing, July 31, 2001.
55Tung, "China's Economic Leverage," 197-206, 294-360.
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With regard to the Taiwan issue, Chinese leaders have similar con-
cerns and agendas. A s discussed above, the primary concern that led Bei-
jing not to impose sanctionsagaingt Taiwan as asigna might have been the
high costs of economic sanctions. In addition, Beijing's emphasis on the
absolute cogts of imposing economic sanctions on Taiwan aso reflected
Chinas priority of economic development. A senior scholar of interna-
tional relations in Beijing explained, "The mainland cannot aff ord the costs
of China's economic sanctions againgt Taiwan because society would be-
come unstable and politics would be thrown into turmoil. For the main-
land, cross-Strait economic interests involve the mainland's overall eco-
nomic and social stability, as well as the gability of the political regime.
The current regime's survival is a stake. The mainland regime dare not
take this high of arisk."*® Many Chinese scholars unambiguously argued
that Beijing attached great importance to economic development and
would not like to sacrifice China's economic development in order to im-
pose economic sanctions on Taiwan.*’

Interest Groupsin China

Over the past twenty years, interest groups have increasingly played
animportant role in China's decision-making process.® This paper evau-
ates the influence of interest groups on Chinese decisons not to impose
economic sanctions on Taiwan. Here wefocus on two groupsin particular
—TIEs and Chinese localities®—who have significant interests in cross-
Strait economic exchanges.

I'n order to emphasi ze theimportance of TIEs, President Jang Zemin

S6Personal interview, Beijing, July 19, 2001.

SPersonal interviews with various senior scholars in Beijing, Shanghai, and Xiamen from
June to July, 2001.

%8guzanne Ogden, Inklings of Democracy in China (Cambridge, Mass.: Harvard University
AsiaCenter, 2002), 258-317.

9 ocalities refer to admini strative units at the sub-national level, such as provi nces, munici -
palities, or counties.
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( ) visted Kunshan ( , asmall town outsde of Shangha where
many TIEs are located) three times between 1998 and 2001. Jiang even
told locd leadersin 2001 that mainland China's Taiwan policy should be
determined in consultation with TIEs in Kunshan.®® As a result, Chinese
cal the Taiwan-Invested Enterprises Association (TIEA, )
in Kunshan thefifth local |eadership—after the Party, the government, the
peopl€'s congress, and the peopl€'s political consultative conference® As
aleader of the TIEA in Beljing emphasized, "None of the requests by the
TIEA has been rejected by Chinese authorities so far. Chinese authorities
help TIEs solve as many problems as they can."®

Although the prior satements might overstate their influence on
Chinese policymaking, TIEAs and similar associations have been effec-
tive in lobbying Beljing for the protection and advancement of their inter-
estsin China. As shown below, the lobbying by the Taiwan Electrica and
Electronic M anufacturers Association (TEEMA,

) for their verson of the "Implementation Rules for the PRC Law
on Protecting Invesment by Taiwan Compatriots' (hereafter the "Imple-
mentation Rules") in late 1999 clearly elucidates TIES political influence.

When China was drafting the "Implementation Rules,” officias of

the TA O, the Association for Relations A crossthe Taiwan Straits (ARATS,
), and the MOFTEC paid numerous vidts to mgor
TIEAsforthreeyears to get their input.*® Before the | mplementation Rules
were finalized, the TEEMA visited pertinent Chinese officials in August
1999. Since the mid-1990s, Taiwan's investment has focused on elec-
tronics and eectrical appliances, and the TEEMA represented many im-

80K unshan officials told TIEs about Jang's excerpt. Authors conversation with a TIE
manager in K unshan, July 5, 2001.

61A former Chinese senior official involved with Taiwan, author's note of a conference in
Shanghai, duly 17, 2002.

62Author's interview with Guo-yuan Chen, secretary-general of the Taiwan-Invested Enter-
prises Association in Beijing, July 18, 2001.

83Chuo-zhong Wang, "TIEAs Create Opportunities," Zhongguo shibao, August 12, 1996;
and Deming Yang, "Comments on the 'l mplementation Rul es for the PRC Law on Protect-
ing Investment by Taiwan Compatriots'," Xiandai Taiwan yanjiou (Contemporary Taiwan
Studies), 2000, no. 2:73.

September 2003 165



ISSUES & STUDIES

Table2
Comparison of the TEEMA Proposal, MOFTEC Responses, and the Imple-
mentation Rules

Regponseto the M OFTEC Responses I mplementation Rules
TEEMA Proposd Number Percentage Number Percentage
No response/reject 7 28% 3 12%
Partially agree 5 20% 6 24%
Fully agree 13 52% 16 64%
TOTAL 25 100% 25 100%

Sources. Taiwan Electrical and Electronic Manufacturers Association, ""Taishang touzi
baohufa shishi tiaoli' ji 'sheli Taishang fating' zhi yanjiou jianyi" (Proposal for "the imple-
mentati on rulesfor the PRC law on protecting i nvestment by Taiwan compatriots' and "es-
tablishing specia courtsfor TIEs") (Taipei: Taiwan Electrical and Electroni c Manufacturers
Associ ation, 1999), 23 pages, and "Detailed Implementation Rules for the PRC Law onthe
Protection of Investment by Taiwan Compatriots” (in Chinese), Beijing Xinhua Domestic
Service, December 12, 1999, in FBIS-CHI-2000-01.

portant TIEs in lobbying the Chinese government. The TEEMA lobbied
for their suggestions on the |mplementation Rules with Chinese officials
article by article.

Table 2 isa comparison of the TEEMA proposal of the Implementa-
tion Rules, the MOFTEC responses to the TEEMA proposal, and the final
Implementation Rules promulgated by the Chinese government four
months later. In the origind Chinese draft Rules there were thirty-one ar-
ticlesin total, while the TEEM A lobbied for twenty-five articles based on
their verson. At the time of the TEEMA vist to Beijing, the MOFTEC
either did not respond immediately to or outright rejected 28 percent of the
TEEMA's proposed articles, partially agreedto 20 percent, and fully agreed
to 52 percent. In comparison, in the Implementation Rules, the Chinese
government rejected only 12 percent of the TEEMA's proposed articles,
partially agreed to 24 percent, and fully agreed to 64 percent. That is, the
MOFTEC partialy or fully agreed to 72 percent of the TEEM A's proposed
articles, while the Chinese government partialy or fully accepted 88 per-
cent of the Implementation Rules. Even after three years of consultation
with the TIEAS, the Chinese government generally accepted the mgjority
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of input from the TEEMA. This shows how influentia the TEEMA isin
relation to the Chinese government.

During the 1995-1996 and 1999-2000 incidents, Chinese leaders
never articulated any threat to impose economic sanctions on Taiwan. To
the contrary, Beijing feared that the PRC military threats might have aseri-
ous impact on Taiwanese invesment in China. At the sametime, the Chi-
nese government faced tremendous and constant pressure from TIEAs who
were both very anxious about cross-Strait ingability and resentful of
Chinas military threats against Taiwan. Subsequently, Taiwan's invest-
ment in Chinawas greatly reduced, at least temporarily, and TIEA leaders
threatened to withdraw their capital from China if Beijing continued its
military threatsagaing Taipei. Moreover, some TIEA leaders even threat-
ened to return to Taiwan and fight againg China if China dared attack
Taiwan.**

As aresult, China—including the Chinese president, premier, minis-
ters, TAO officials, ARATS officids, and sate media—both made every
effort to reassure the TIEs that their interests would be protected under all
circumstances and prohibited protests against Taiwan independence after
Chen Shui-bian was el ected president. In addition, Beijing provided more
favorable treatment and legal protection for TIEs, including promulgating
the Implementation Rulesin late 1999. Moreover, Beijing repeatedly reas-
sured TIEsthat therewould be no war between Taiwan and China.®

Of course, TIE pressure did not alter China's decision to launch mili-
tary exercises in late 1995 and early 1996. However, the above assurance
that there would be no war undermined Beijing's strategy of deterrence and
coercion against Taiwan during these incidents: how could Beijing firmly
reassure TIEs that there would be no war, on the one hand, and resolutely

64Personal interviews with: Chi Su, former chairman of Taipei's Mainland Affairs Courcil,
May 21, 2001; with Yun-yuan Liaw, director of the Department of Economic and Trade
Service, Strai ts Exchange Foundation, May 22, 2001; and with Huai-jiaLuo, executive di-
rector of the Industrial Policy Center, Taiwan Electrical and Electronic M anufacturers' As-
sociation, May 23, 2001. See aso Tse-Kang Leng, "Dynamics of Taiwan-M ainland China
Economic Relations," Asian Survey 38, no. 5 (May 1998): 504-5.

85Tung, "China's Economic Leverage,” 374-89.
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deter or coerce Taiwan's leaders through the threat of a potential war, on
the other? Thiscontradictory ssance made clear that Beijing attached great
importance to TIEs in China, even to the point of risking failure in their
drategy of deterrence or coercion againg Taiwanese leaders during the
incidents. In essence, Beijing's reassurance to TIEs that there would be
no war was tantamount to serioudy undercutting its own military threats
against Taiwan.

With regard to Chinese locdlities, the relationship between local and
central governments has been transformed significantly in the reform era.
Localitiesin China, particularly in the coastal regions, have gained greater
power through decentralization than ever before, with their agenda focus-
ing steadily on economic development. In the 1990s, the center could no
longer directly command locdities through directives if those directives
violated local interests, but needed to compromise and coordinate with the
localities. Onmany occasions localities have successfully resisted national
policies and lobbied the center for favorable policies with local economic
development in mind.®® In order to promote local economic interests, local
lobbying efforts have successfully shaped Chinds relations with many
neighboring powers, including South Korea, the former Soviet Union,
Japan, and Taiwan.®’

Chinese |localitieshave developed areciproca relationship with TIES
based on mutual economic interests. On the one hand, locdlities make
every effort to attract and protect TI1Es because these enterprises contribute

66Richard Baum and Alexei Shevchenko, "The'State of the State'," in The Par adox of China's
Post-Mao Reforms, ed. Merle Goldman and Roderic MacFarquhar (Cambridge, Mass.: Har-
vard University Press, 1999), 333-60; Hans Hendrischke and Chongyi Feng, The Pdliti cal
Economy of China's Provinces (New York: Routledge, 1999); Linda Chelan Li, Centreand
Provincials. China 1978-1993 (Oxford: Clarendon Press, 1998); Beilei Zhu, "Cong
zhongyang yu difang guanxi lun difang jingyingzai quanli jiego zhong zhi jiaosefenxi" (On
the role of | ocal elitesin thepower structure from the perspective of central-local relations),
Dongya jikan (East AsaQuarterly) (Taipei) 30, no. 1 (Winter 1999): 39-58; Shangli Lin,
Guonei zhengfu jian guanxi (Relations among domestic governments) (Hangzhou: Zhejiang
renmin chubanshe, 1998).

7Peter T.Y. Cheung and James T.H. Tang, "The External Relations of China's Provinces," in
The Making of Chinese Foreign and Security Policy in the Era of Reform, 1978-2000, ed.
David M. Lampton (Stanford, Calif.: Stanford University Press, 2001), 91-121.
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enormoudy to local economic development and local officials are pro-
moted based on their achievements in economic development. On the
other hand, TIEs foster a cooperative rel ationship with local governments
to advance their interests, including forging broad partnerships with locd
enterprises and governments. As a result, localities have shown a strong
interest inprotecting Tl E interests, facilitating TIE operations, lobbying the
center for favorable measuresfor TIEs, and establishing closer cross-Strait
economic relations. Conversdly, local policies and measures toward TIEs
have at many timesnot necessarily beeninthe interests of the central gov-
ernment, and have even restrained Beijing's Taiwan policy at times.®®

With this central-loca and local-TIE relationship established, locali-
ties arelikely to resist central policies that would seriously damage their
economic development by escalating cross-Strait tensions, including by
imposing economic sanctions against Taiwan. The coastd areas have
enormous, vital interests in continuing and expanding cross-Strait eco-
nomic exchange. During the 1995-1996 and 1999-2000 Taiwan Strait in-
cidents, the localities—particularly in the coastal areas—reiterated their
pledge to protect the interests of TIEs, adopted more favorable treatment
for TIEs, and conveyed their concerns to the center about the result of an
escalation in cross-Strait tensions. It is yet unclear, however, how much
influence these localities had on Beijing's Taiwan policy during the two
incidents.”

Due to the secretive nature of Chinas decision-making process, it is
almog impossible to know the true influence of the localities in these two
incidents. Two reasons might explain why local pressure on the center
was somewhat ambiguous. Frgt, Beijingdid not intendto useforce against
Taiwan in the two incidents. Thus, the localities did not have major con-
flicts with the center over a possible war in the Taiwan Strait, and knew
that their losses would at most be temporary.

Second, Beijing attaches no lessimportanceto TIEsthan do thelocal -

88Tung, "China's Economic Leverage,” 407-12.
89 hid., 412-18.
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iies. Duringthetensions, the center vigoroudy reassured TIEs. Oncertain
sensitive occasions, the center even actively reminded the localitiesto re-
assure TIEs. Therefore, the localities were not in a conflicting position
withthe center either over the protection of TIES' interests or the promotion
of economic development.

The eighty or so Chinese scholars and officials interviewed by this
author from June to August 2001 unanimousy agreed that cross-Strait
economic exchange has restrained Beijing's Taiwan policy. They argued
that the interests of cross Strait economic exchange, represented by TIES
and the locdities, have made Beijing reluctant to adopt a radical Taiwan
policy—including awar between Taiwan and China—because the cods of
conflict would simply be too high. For instance, a senior scholar of inter-
national relations in Shanghai contended, "If there were no cross-Strait
economic exchange, the voices for using force against Taiwan would have
been much louder. Because of economic interests, coastal provinces do not
want to have awar with Taiwan.""* Another senior scholar of international
relations in Shangha asserted, " Chinese politics has changed dramatically.
Interest groups have become larger and larger in China. Business groups
have had a great impact on Chinas Taiwan policy. Without the moderate
voice of business groups, cross-Strait tendons would have been much
higher."™

A senior scholar of Taiwan studies in Beijing summed it up poeti-
caly: "A thousand interests, ten thousand interests—economic interests
are the most important interests, a thousand relations, ten thousand rela
tions—economic relations are themost important relations." He elaborated
by saying that cross-Strait economic exchange ties the interests of both
sides together, and that the mainland has benefited from the reform and

"OThe author arri ved i n Chinaon June4, 2001, and stayed in Xiamen for oneweek, Shanghai
for one month, Chengdu ( ) for four days, and Beijing for one and a half months. He
left Beijing on August 15. During thistrip, heconducted interviews with Chinese scholars
in major research ingtitutes, officials of the Taiwan affairs system, and Taiwan business-
people.

"personal interview, Shanghai, June 15, 2001.

"2Personal interview, Shanghai, June 26, 2001.
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opening-up process. Therefore, the mainland would never want awar with
Taiwan.”®

To sum up, the interests of TIEs and of Chinese locdities to preserve
cross-Strait economic exchange have gradualy served to redtrain China
from further escalating tensions. The importance of TIEs and Chinese
localities in China's decison-making in turn substantially minimized the
possibility of Beijing imposing economic sanctions on Taiwan during the
two incidents because sanctions would have brought much greater and
more direct damageto TIEs and thelocalities than would a military threet.

Taiwan's Reaction to China's Military Threats

Thiss section assesses the responses of the public, the political dite,”
interest groups, and decision-makersin Taiwan to China's military threats
during the 1995-1996 and 1999-2000 incidents. That is, it assessesrally-
around-the-flag effects, fifth-column effects, and the perceptions of deci-
son-makers in Taiwan during these two incidents.

To assess the reaction of the Taiwanese public to Chinese threats, this
paper explores trends in opinion polls on cross-Strait issues conducted by
five different ingitutions in Taiwan in the late 1990s—including the Elec-
tion Study Center at National Chengchi University (

); Burke Marketing Research, Ltd. ( ); China

Credit Information Service, Ltd. ( ); the Center for Public Opin-
ion and Education Studies at Nationa Sun Yat-sen University (

); and the Survey and Opinion Research Group at

National Chung-cheng University ( ).

Although many factorsinfluence the pollsin Taiwan, thisresearch attempts

to establish a direct causal relationship between Chinese military threats

and Taiwanese reaction since, in these two cases, the Taiwanese polls

"Spersonal interview, Beijing, July 29, 2001.

"The term "political elite” refers to the leaders of political parties, legidators, ranking gov-
ernmental officials above the vice-minister level, and presidential candidates.

September 2003 171



ISSUES & STUDIES

registered immediate and significant change after both Chinese military
threats and the relaxation of cross-Strait relations.

A ccordingto the opinion polls, as Chinaescaated tensonsin the Tai-
wan Strait between 1995 and 2000, the public also perceived an increase in
Chinese hodtility toward both Taiwan'sgovernment and people. Aslong as
Beijing threatened or sought to coerce Taiwan, Taiwan's people tended to
support their government in confronting Beijing. 1t is apparent that Chi-
nese military threats stirred strong nationalism, or "rally-around-the-flag"
effects, in Taiwan.™

To assess the reaction of Taiwanese elites, this paper analyzesthe re-
sponse of Taiwan's presdentia candidatesto China's military threatsin the
1995-1996 and 1999-2000 campaigns.

Therewere four major presdential candidates in the 1996 election in
Taiwan: Lee Teng-hui, the Kuomintang (KMT, ) presidential
candidate; Peng Ming-min, the Demacratic Progressive Party (DPP,

) presidentia candidate; Lin Yang-kang ( ), an independent
presdential candidate; and Chen Li-an ( ), another independent
presdential candidate. Chen Li-an's and Lin Yang-kang's criticism of
President Lee Teng-hui's China and foreign policies represented a fifth-
column effect of the Chinesemilitary threat. Despite thiscriticismat home,
however, those who voted for Lee Teng-hui and Peng Ming-min (more
than 75 percent of total voters) generally supported both Lee's visit to the
United States and Taiwan's bid for more room on the international stage.
Furthermore, both Lee and Peng aso openly preferred not to make any
concessonsto Chinain the face of its military threats. The 1996 eection
reved ed araly-around-the-flag effect and amoderate fifth-column effect,
which were triggered by China's military threats.”

The 2000 Taiwan presdential election was essentialy a contest
among threeleading candidates. Lien Chan ( ), theruling KM T candi-
date; Chen Shui-bian, the DPP candidate; and James Soong ( ), an

75Tung, "China's Economic Leverage,” 426-37.
"®bid., 437-40.
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independent candidate. During the eection, Chen Shui-bian and Lien
Chan supported President Lee Teng-hui's remarks referring to the " specia
state-to-state relationship” between Taiwan and China. Although initialy
criticizing President Lee's remarks, James Soong muted his oppostion
after August 1999 and strongly challenged Beljing's position after the PRC
escalated its military threats toward Taiwan. All three candidates de-
nounced China's military threats and emphasized that Taiwan is an inde-
pendent sovereign country. They inssted that Taiwan would not negotiate
with China under military pressure, let alone make concessions. Thus,
the reactions of the three candidates during the el ection essentially congti-
tuted a raly-around-the-flag effect, which, asin the 1996 election, was
triggered by China's military threats.”

Regarding the reaction of interest groups in Taiwan, this paper dis-
cusses the role of TIEs in Taiwan's policy-making process in the two in-
cidents. TIE pressure on the Taiwanese government has concentrated on
the issues of facilitating cross-Strait economic exchange, and has seldom
centered on political issues. In general, TIEswould like to have both the
Taiwanese and Chinese governments maintain peace and stability in the
Taiwan Strait. These enterprises have hardly ever expressed their political
positions on any particular issue or pressured the Taiwanese government in
any way.

During the 1995-1996 and 1999-2000 Taiwan Strait tensions, TIES
hardly raised political issues with the Taiwanese government. In generd,
most TIEs did not lobby for Taipel to make concessions to Beijing under
China's military threats, although some TIEs asked for caution and no
further provocation from the Taiwanese government. Furthermore, most
TIEs supported Taiwan's position. The mgjority of TIEs strongly opposed
Chinese military threats, as discussed in the previous section. That is,
Chinese military threats triggered a strong rally-around-the-flag effect,
with a mild fifth-column effect, from interest groupsin Taiwan.”

"\ bid., 441-48.

"8personal interviewswith: Huai-jia Luo, executive director of the Industrial Policy Center,
Taiwan Electrical and Electronic Manufacturers' Association, May 23, 2001; with Horng-
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From the perspective of decision-makers, Taiwan essentialy did not
make explicit concessons to China while under Chinese military threats
in 1995-1996 and again in 1999-2000. Taiwan's leaders perceived that
concessions made by Taiwan under such threatening circumstances would
have smply encouraged China to threaten Taiwan further (i.e., concern
about reputation) and would have undermined Taiwan's status in future
negotiationswith the PRC (i.e., concern about relative gains). The percep-
tion of Taiwan's decision-makers is consistent with the prerequisites of
the conflict expectations model. That is, Taiwan would be inclined not to
make concessions to China under Chinese threats because of concerns
about reputation and relative gains.”™

Concluson

A ccordingto theories of economic sanctions and the two case studies,
Chinais not likely to impose sanctions on Taiwan in the future. In the
short term, China's willingness to impose sanctions on Taiwan will be
congrained
by the costs of sanctions, internal instability, and pressure from interest
groups. In the long term, one additional factor would likely be pressure
from the public.

Parenthetically, Beijing may attach great importance to the preven-
tion of Taiwan independence. Beijing may or may not use military force to
prevent Taiwan independence. Nevertheless, this paper does not seek to
ansver whether closer economic interdependence between Taiwan and

ming Tsal, deputy secretary-general of the Chinese National Federation of Industries, May
28, 2001; and with Vincent C. Siew, former premi er and chairman of the MAC, August 23,
2001

8Jing-wen Zou, Lee Teng-hui zhizheng gaobai shilu (Confession of Lee Teng-hui's ruling
experience) (Taipei: Ink, 2001), 120; as well as personal interviewswith Vincent C. Siew,
August 23, 2001; with Chang King-yuh, former MAC chairman, A ugust 20, 2001; with
Jung-kung Chang, director-general of the Department of Mainland Affairs, KMT Central
Committee, May 22, 2001; with Su Chi, May 21, 2001; and with Chong-pin Lin, then
MAC vice chairman, Junel, 2001.
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Chinawould restrain aradical Chinese policy toward Taiwan and thuslead
to peace across the Taiwan Strait. In either case, however, this paper con-
cludes that Beijing will not resort to economic sanctions on Taiwan.

Furthermore, there is little evidence that China's economic sanctions
against Taiwan would be successful, while much evidence shows that such
sanctionswould fail inthefuture. First, interms of costs, Chinawould suf-
fer more than Taiwan from any imposition of economic sanctions. Second,
in a casxe of severe hostility between Taiwan and China, a raly-around-
the-flag effect would prevail in Taiwan. Third, Taiwan's decision-makers
would be reluctant to make concessionsto Chinaunder threatening circum-
stances because of strong concerns about reputation and relative gains.

Overdl, in terms of the two-stage test of both the initiation and out-
come of economic sanctions, China can gain no economic leverage over
Taiwan by imposing economic sanctions, and Taiwan's vulnerability to
China's exploitation of its economic leverage by imposing economic sanc-
tions is almogt nonexistent.
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